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Are Business Taxes Higher in Michigan 
Than in the Other Great Lakes States?
Timothy L. Hunt 
W. E. Upjohn Institute
I. Introduction
It is common knowledge that Michigan's 
economic performance in the past few years has 
been well below the national average. In such an en 
vironment it is not surprising that some commen 
tators have identified state and local business tax 
costs as the major culprit in explaining the state's 
plight. But, in spite of the existence of a large 
number of business tax cost comparisons, there is 
remarkably little agreement about the actual 
burden of state and local business taxes on firms in 
Michigan or across the Great Lakes region. Early in 
1984 the Upjohn Institute was asked by Doug Ross, 
then the Director of the Task Force for a Long-Term 
Economic Strategy for Michigan and now the Direc 
tor of the Michigan Department of Commerce, to ob 
jectively analyze business tax costs in Michigan 
relative to its neighboring states. The study is now 
complete and the full results will soon be released. 1 
This article provides the readers of BUSINESS 
OUTLOOK with an early and brief summary of our 
findings.
II. Approach
The purpose of the study is to assess Michigan's 
business tax costs relative to those in the other 
Great Lakes states. The Great Lakes states are 
defined as Illinois, Indiana, Michigan, Minnesota, 
Ohio, and Wisconsin. Total state and local business 
tax costs are defined as including workers' compen 
sation, unemployment insurance, gross receipts, 
corporate income, franchise, value added, property, 
and sales taxes.2 We used the most current or near- 
term provisions of the tax codes through about 
mid-1984 and scheduled to take effect not later than 
January 1, 1985. The eight taxes considered in this 
study constitute virtually all of the state and local
tax burdens for most business firms. We also 
estimated the effect on the tax burdens across the 
states of deducting state and local taxes from in 
come on federal tax returns and for the effects of 
property tax abatements that may be granted local 
ly to spur business expansion.
The basic methodology utilized in the study is to 
construct the financial statements for eight 
hypothetical firms varying in size and other rele 
vant operating characteristics. The state and local 
tax costs are then estimated for each firm as if it 
were located in each of the six states.3 This pro 
cedure assumes that all nontax costs are identical 
for each firm, regardless of the state in which it is 
located, thereby isolating the variation in state and 
local tax costs due to differences in tax rates and tax 
structures. Summary descriptions of the 
characteristics of the eight prototypical firms are 
presented in Table 1. They are all manufacturing 
firms except for the business services firm (No. 6), 
which is most likely a supplier to manufacturing 
firms. Although the firms considered in this study 
are hypothetical, the utilization of actual industry 
averages 4 in constructing the detailed 
characteristics of these firms insures that they are 
representative of firms in their industries.5
III. Findings
This section focuses on the results of the study. 
The individual state and local taxes are examined 
first. Table 2 shows the total liability by firm for 
each tax in Michigan relative to the Great Lakes 
average for that tax (Great Lakes average=100). 
Since these state and local tax costs are deductible 
from income on federal tax returns, as much as 46 
percent of state and local tax costs are effectively 
transferred to the federal tax base. In other words,
Table 1 
Summary Descriptions of the Prototypical Firms









Large firm, average profits
Large firm, highly profitable, multistate operations, 
most capital intensive of the three large firms, lower 
than average unemployment
Large firm, large losses, higher than average 
unemployment
Small firm, average profits but industry average pro 
fits low, highly labor intensive
Small firm, large losses, capital intensive
Small firm, small losses
Medium firm, average profits
Medium firm with large seasonal workforce
Table 2
Individual State and Local Business Tax Costs in Michigan 
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NOTE: The index numbers in this table reflect the extent to which the specific tax for each firm is higher or lower than the Great Lakes 
average for that tax and firm. For example, the first entry for Firm 1 indicates that payroll taxes are 19 percent higher for this firm in 
Michigan than the Great Lakes average for payroll taxes for that firm.
for every dollar that state and local taxes are higher 
in one state than another, the federal tax bill falls by 
as much as 46 cents.
The effects of the federal tax deductibility of state 
and local taxes are shown in two ways. First, the 
combined total of federal, state and local taxes is 
presented in the last row of Table 2 to give a true 
picture of the differences among the states in the 
total tax costs to the firm. This is important 
because the deduction of state and local taxes from
the federal income tax greatly diminishes the vari 
ability in total tax costs. Second, the total state and 
local tax costs net of the federal tax deductions are 
related to the sales of each firm in Table 3 in order to 
assess directly the relative magnitude of the actual 
burden of state and local tax costs. The differences 
between any two states in the percents shown in 
Table 3 times the sales of that firm indicate the net 
tax savings or loss that would be incurred by a firm 
moving from one of the states to the other (or select 
ing a location in one state over the other).
Table 3
Total State and Local Tax Costs Net of Federal Tax Deductions 
as a Percent of Sales

















































NOTE: The assumed sales in millions for each of the firms were respectively: No. 1 - $300, No. 2 - $300, No. 3 - $300, No4 - $2.5, No. 
5 - $3.0, No. 6 - $2.5, No. 7 - $20, and No. 8 - $30.
Payroll Taxes
One finding of this study is that the payroll taxes 
for workers' compensation6 and unemployment in 
surance amount to about one-half of the total state 
and local tax costs for the prototypical manufactur 
ing firms. Payroll taxes are usually 1 percent of 
sales, although they can be much higher than that in 
some cases. Given their importance, it is surprising 
that so many other studies have ignored these 
taxes, presumably because they were regarded 
either as unimportant or too difficult to measure.
Payroll taxes in Michigan are above the regional 
average. The bulk of this differential for the pro 
totypical firms is due to higher costs for workers' 
compensation. Although costs have fallen 
dramatically since the Michigan legislature enacted 
major reforms in the workers' compensation system 
in 1980 and 1981, including the adoption of open 
competition in the market for workers' compensa 
tion, Michigan remains about 30 percent higher 
than the regional average for those costs. 7 Still, 
Michigan has narrowed the gap in recent years, and 
the current trends are encouraging in that the 
number of claims have fallen dramatically.
We think it is very difficult to fairly assess a 
workers' compensation system that is undergoing 
such a significant transition, both in the statutes 
that govern the system and in the marketplace 
where coverage is bought and sold. It will be at least 
a few more years before the total impact of these 
changes is known and perhaps even longer before 
the reforms have been subjected to litigation and 
review by the courts. In fact, the Michigan 
legislature must still settle the question of the
definition of disability because the new definition 
adopted in 1981 included a sunset provision effec 
tive December 31,1984 (which was subsequently ex 
tended to June 30,1985). Thus, it is entirely possible 
that policymakers will choose to adopt another new 
definition of disability in 1985 even before the im 
pacts of the 1982 definition are truly known.
In sharp contrast to workers' compensation, 
unemployment insurance (UI) costs have risen 
dramatically in the last few years throughout the 
Great Lakes region due to the length and severity of 
the recent recession. For the prototypical firms with 
unemployment records at the Great Lakes average, 
the costs of UI in five of the six states are within 20 
percent of each other. For these comparisons, 
Michigan tends to have the lowest unemployment 
insurance costs in the region outside Indiana. On 
the other hand, Michigan has some of the highest 
UI costs for firms with bad unemployment records. 
That is the result of a number of legislative changes 
in the state UI system in 1982 which acted to in 
crease the importance of experience rating in the 
Michigan UI system.8 The net result is that the 
state may now have one of the most, if not the most, 
steeply experience rated tax structures for UI in the 
nation.
Apparently the philosophy adopted by the 
Michigan legislature is that those firms who 
"cause" an unemployment problem should pay for 
the costs of solving that problem. Among other pro 
visions, positive balance employers in the state 
(generally firms with lower than average unemploy 
ment records) are absolved from paying an added 
tax to finance the interest charges on the state's 
federal UI debt; instead, these charges are borne en-
tirely by negative balance employers (generally 
those firms with higher than average unemploy 
ment records).9 It is also interesting to note that 
new firms in Michigan are given a credit on the 
single business tax for any federal penalty charges 
paid because of the state's UI debt, and the state 
shares the lowest UI tax rate for new firms with one 
other state in the region.
Regardless of the findings of this study that 
Michigan employers with average or better than 
average unemployment records for the region do not 
pay higher UI rates than similarly situated firms in 
the other Great Lakes states, employers' perception 
of UI costs in Michigan will likely remain negative 
because absolute costs have been rising significant 
ly in recent years. Since UI rates tend to lag the ac 
tual unemployment experience of a firm or state, 
these increases may continue for a few more years. 
It is also true that firms with bad unemployment 
records or industries where employment tends to be 
highly seasonal may find UI rates to be sharply 
higher when the full effect of the 1982 reforms are 
felt by about 1985. For these reasons, it would not 
be surprising if UI costs remain a public policy issue 
for at least the next few years.
Nonpayroll Taxes
Michigan is more favorably situated in regard to 
nonpayroll taxes than payroll taxes. Although there 
is considerable variation in the estimates for the 
prototypical firms, it is not stretching the com 
parisons too far to say that nonpayroll taxes in 
Michigan approach the regional average. In the 
specific case of the business portion of sales taxes, 
the state is easily the lowest cost state in the region. 
But the sales tax also tends to be the least impor 
tant of the business taxes, so it has relatively little 
effect on overall tax costs. In contrast, Michigan 
has above average costs for property taxes, usually 
one of the most important of the individual business 
taxes. Even with property tax abatements, property 
tax costs for the prototypical firms in Michigan 
tend to be from 6 to 30 percent above the regional 
average. Although the margin of error is probably 
the greatest for property taxes, it remains likely 
that Michigan's property tax costs are higher than 
the regional average.
It appears that property tax abatements may pre 
sent a significant dilemma for policymakers in 
Michigan. Economists and others have doubted for 
many years the efficacy of property tax abatements 
to spur new investment, and there appears to be 
growing concern about the erosion of the property 
tax base (which is used primarily to support educa 
tion) due to the widespread use of these abatements 
by local jurisdictions. Without property tax 
abatements, however, the prototypical firms in 
Michigan have the highest property taxes in the 
region. Even with abatements, Michigan's position 
does not improve as much as one might expect 
because three other Great Lakes states (Illinois, In 
diana, and Ohio) also have similar abatement pro 
grams. Since Michigan's property tax costs may be 
above the regional average, it will be extremely dif 
ficult for policymakers to suggest elimination of 
this tax incentive, especially given the intense in 
terstate tax competition that dominates the region.
Turning our attention to the Michigan Single 
Business Tax (SBT), the surprise is that it does not 
seem to be as burdensome a tax as one might think, 
despite the attention devoted to the SBT in the 
media. In absolute terms, the SBT can be less than 
the costs for workers' compensation, unemployment 
insurance, or property taxes. For many firms ex 
periencing average or above average profits, the 
Michigan SBT probably imposes no higher burdens 
than the profits taxes of other states. In fact, the 
SBT costs of smaller firms in Michigan (less than $6 
million of sales) can be some of the lowest in the 
region when compared to similar taxes of other 
states. This lower tax is due to a variety of special 
provisions in the SBT that favor small firms, 
especially the small business credit which was 
significantly expanded in 1984. We think it is dif 
ficult to defend the notion that the Michigan SBT 
retards firm start-ups.
Outside of workers' compensation, Michigan's 
greatest departure from the regional average arises 
in the SBT costs of firms with losses which do not 
qualify for the small business credit. The SBT 
burden of the prototypical firm with these 
characteristics (Firm No. 3) appears modest in ab 
solute terms, about one-third of 1 percent of sales. 
Even so, it is easily the highest in the region. This 
result is due to the broad tax base of the SBT as 
compared to the narrow tax base of the profits taxes 
in other states. Specifically, the SBT is a value add 
ed tax in which wages, on average, make up about 
two-thirds of the tax base. So a significant tax 
liability may remain with no profits.
Total State and Local Tax Costs
When total state and local tax costs are viewed 
without regard to the federal tax structure, 
Michigan (see next to last row of Table 2) ranges 
from just below the regional average to about 25 
percent above the regional average. As explained 
earlier, however, the effect of federal deducibility of
state and local taxes is to reduce the range or dif 
ferential between the states in the total federal, 
state and local tax burdens. From this perspective, 
seven of the eight prototypical firms in Michigan 
range from just below the regional average to about 
10 percent above the regional average. The lone ex 
ception occurs for a large firm with large losses 
which, of course, gains nothing currently from the 
federal deductibility of state and local taxes. The 
tax burdens of the three smaller firms in this study 
are all virtually identical to the regional average.
Thus, Michigan's business tax costs are most 
unlike the other Great Lakes states for larger firms 
which are currently experiencing economic hard 
ships probably cyclically sensitive firms. 
Although it is far beyond the scope of this study to 
assess the fairness of taxing firms with losses, it can 
be said that: (1) the Michigan legislature deliberate 
ly adopted a tax, the SET, that would help it to 
stabilize revenues in good times and bad times; and 
(2) the state also adopted a steeply experience rated 
unemployment insurance system. Although both of 
these policy decisions have undoubtedly imposed 
higher than average state and local taxes on these 
firms in some years, tax revenues from the SBT 
have been stable. Furthermore, at least partly as a 
result of the 1982 unemployment insurance reforms, 
Michigan will eliminate the interest-bearing portion 
of its unemployment insurance debt in 1985. It 
should also be pointed out that the state and local 
tax costs of such cyclically sensitive firms in 
Michigan would undoubtedly be much closer to the 
regional average if they were calculated over the en 
tire course of the business cycle. 10
IV. Conclusions
In sum, Michigan's state and local business tax 
costs for the prototypical firms are average to above 
average relative to the other Great Lakes states but 
not wildly out of line with any of its neighbors. State 
and local tax costs net of federal tax deductions 
generally ranged from about 1 to 2 percent of sales 
(Table 3). Except for Firm No. 3, the potential tax 
savings for a firm leaving Michigan and going to 
any of the other Great Lakes states is roughly one- 
half of 1 percent of sales or less, frequently much 
less. Somewhat surprisingly, we found the payroll 
taxes for workers' compensation and unemployment 
insurance to be as high as one-half of the total state 
and local tax costs. Michigan's business tax costs 
are above the regional average for workers' compen 
sation and property taxes and significantly below 
the regional average for the business portion of sales 
taxes.
There is no doubt that the statutes which govern 
state and local taxes tend to be very complex, giving 
rise to the possibility of a wide range of comparative 
results across firms and states. This complexity 
may be one reason why the findings of so many of 
the existing tax studies appear to conflict with one 
another. We are also convinced that these laws are 
so complex that failure to take them into account 
likely results in serious error. It appears that there 
are no simple approaches in studying business taxes 
at either the firm or aggregate level of analysis. 
Thus we suggest extreme caution in interpreting 
this study as well as other tax studies.
This study, of course, has its limitations. Most im 
portant is that we do not examine the potentially 
significant benefits derived from government spend 
ing. The danger is that the unwary will presume 
that lower business taxes necessarily means more 
jobs; that is tantamount to assuming that taxes are 
a cost of doing business for which firms receive ab 
solutely no benefit. Obviously the development of 
infrastructure such as roads, communications, 
public health facilities, etc., provides the essential 
framework within which commerce and manufactur 
ing can take place, while education helps to provide 
the workforce with employable skills. None of the 
benefits of government spending are examined in 
this study. In addition, the study ignores the im 
plications of differences across the states in per 
sonal income taxes and other revenue-generating 
methods.
The historic economic data do not conclusively 
support the contention that low business taxes 
alone have spurred economic development. Min 
nesota has clearly had the best employment growth 
rate of any of the Great Lakes states in the last 26 
years, yet Minnesota also has the highest state and 
local business tax costs of the region. On the other 
hand, the economic performances of Indiana and 
Michigan appear to be identical in terms of employ 
ment growth rates, yet business taxes are higher in 
Michigan than Indiana. None of this is meant to im 
ply that still higher taxes will engender even higher 
growth any more than lower taxes will do likewise. 
Regional economic growth remains a complex 
phenomenon that continues to defy simple explana 
tions.
NOTES
1. Timothy L. Hunt, Michigan's Business Tax Costs Relative to 
the Other Great Lakes States, to be published by the W. E. Up 
john Institute, Kalamazoo, Michigan.
2. Even though workers' compensation insurance and unemploy 
ment insurance are not general tax obligations, they are state 
controlled costs of doing business. As such, they are appropriate 
for inclusion in the study. Michigan's value added tax, the Single 
Business Tax, is compared to the aggregate of gross receipts, 
corporate income, and franchise taxes of the other Great Lakes 
states.
3. The technical documentation of the study is voluminous. For 
example, federal tax returns and state income tax returns were 
completed for each prototypical firm in each state. Complete 
technical documentation will be available from the Institute for 
the cost of reproduction when the full study itself is published.
4. The primary sources of data for the study are various publica 
tions by the Internal Revenue Service, the U.S. Department of 
Commerce, the U.S. Department of Labor and others. Most of 
the data are from 1980 because that is the most recent year for 
which tax data are available, but they are used only in the form 
of ratios to develop the financial statements, e.g., 1980 industry 
investment to the value of shipments times firm sales to 
estimate firm investment. When the absolute level of some 
variable becomes critical, such as wages, we estimate the value 
for 1983.
5. The industry identification of the firms is less important than 
the generic characteristics because any firm with similar 
operating characteristics, no matter the industry, would general 
ly pay the same except for workers' compensation.
6. Workers' compensation insurance may be purchased from 
commercial carriers in many states. For the sake of convenience, 
we treat workers' compensation like any of the other taxes in 
this discussion.
7. These results are confirmed by another recent study that also 
goes on to claim that the state is now actually very slightly 
below the national average in workers' compensation costs. See 
Theodore St. Antoine, Workers' Compensation in Michigan: 
Costs, Benefits, and Fairness, report to Governor James J. 
Blanchard's Cabinet Council on Jobs and Economic Develop 
ment, December 1984.
8. Experience rating refers to the component of the state UI tax 
rate that is determined by the specific unemployment record of 
each firm. All states practice experience rating to some degree.
9. Positive account employers in Michigan may credit one-half of 
the federal penalty charges they pay against their state UI tax 
liability.
10. These types of estimates are not a part of the current study.
The BUSINESS OUTLOOK
for WEST MICHIGAN
Is West Michigan Poised for a Downturn?
I. Overview
Growth of the West Michigan economy, 
represented by its four largest metropolitan 
areas Battle Creek, Grand Rapids, Kalamazoo and 
Muskegon slowed further in the second half of 
1984 from the level reported in the previous issue of 
BUSINESS OUTLOOK. Employment peaked in 
the middle of the year and has remained almost con 
stant since. While the Index of Leading Indicators 
has turned down and may be predicting a downturn 
in the economy sometime before the end of 1985, the 
signals are mixed. Consumers are still basically op 
timistic about the economy, an optimism that could 
translate into continued strength in consumer ex 
penditures. The Index of Help-Wanted Ads turned 
up strongly in the fourth quarter, the survey of the 
West Michigan Purchasing Management Associa 
tion indicates a flat or slightly growing economy, 
and BUSINESS OUTLOOK's projections of 
employment show small increases well into 1985. 
West Michigan economic trends now parallel those 
of the state and of the nation. For the first time 
since the start of the dramatic recovery in late 1982, 
the unemployment rate has risen in the U.S. and in 
Michigan. It is usually the case that a period of level 
economic activity does not last long. Either growth 
resumes or a downturn occurs. On balance, however, 
the signals indicate a relatively flat economy for a 
while longer.
II. Index of Leading Indicators
The revised Index of Leading Indicators for West 
Michigan (see Note, p. 13) has declined in the last 
two quarters of 1984, giving rise to the question of 
whether or not the index is indicating a downturn in 
economic activity in West Michigan sometime in 
1985. Chart 1 shows that the Index of Leading In 
dicators rose markedly in 1983 as the economy grew 
strongly. In the previous issue of BUSINESS 
OUTLOOK, we stated that the flattening of the in 
dex in 1984 could be interpreted as a prelude to 
slower economic growth. Information now available
for the third and fourth quarters of 1984 indicates 
that the slow growth anticipated for that period did 
occur. The results for West Michigan and Michigan 
as a whole are quite similar, as can be seen by com 
paring the patterns for the two areas in Charts 1 and 
2.
Chart 1





SOURCE: The Institute. Dates of recessions from National 
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn 
around: P=peak, T=trough.
*Index for 1984:IV quarter=91.
Table 1 shows that year-to-year changes in the In 
dex of Leading Indicators from 1982 to 1983 differ 
strongly from those of 1983 to 1984, whether one 
looks at the state, the region, or any of the 
metropolitan areas within the region. From the 
fourth quarter of 1982 to the fourth quarter of 1983 
the index increased over 30 percent in all the areas, 
anticipating the dramatic rise in economic activity 
in that period and to the middle of 1984. From the 
fourth quarter of 1983 to the fourth quarter of 1984, 
the index declined some 9 to 12 percent.
The Index of Leading Indicators for the four 
metropolitan areas performs similarly. In three
areas, the index peaks in the fourth quarter of 1983. 
In Muskegon, it peaks in the first quarter of 1984. 
In all areas, the indexes remain relatively stable 
from the fourth quarter of 1983 through the second 
quarter of 1984, and then fall sharply in the third 
and fourth quarters of 1984.
Chart 2





SOURCE: The Institute. Dates of recessions from National 
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn 
around: P=peak, T=trough. 
*Index for 1984:IV quarter=89.
Although six of the seven components of the In 
dex of Leading Indicators declined in the third and 
fourth quarters of 1984, 1 we are reluctant to predict 
a significant downturn for the following reasons. 
First, one of the major components indicating 
decline and representing 40 to 50 percent of the total 
weight of the Index of Leading Indicators is 
"average weekly hours of work" of production 
workers in manufacturing. Typically, average week 
ly hours of work rises early in an economic upturn as 
employers use overtime to increase output, adding 
to total employment more slowly. As the boom 
matures and as more people are hired, average week 
ly hours may fall. As the cycle peaks, further decline 
in average hours per week may result from falling 
demand, as a prelude to layoffs. In the period under 
consideration, average weekly hours has dropped 
quite sharply in West Michigan, but this may not be 
predicting a decline in future economic activity. In 
West Michigan, average weekly hours reached a 
total of 42.5 in the first quarter of 1984, higher than 
in any quarter since 1971. This high number 
represented a greater than usual tendency on the 
part of employers to refrain from increasing employ 
ment in response to rising demands, increasing over 
time work instead. The reluctance to hire reflected 
an initial skepticism about the extent of the 
recovery. Thus, some of the decline that we now see
may be an adjustment to a more normal state of af 
fairs rather than an indicator of an impending 
downturn. If, however, average weekly hours 
decline further in the next quarter, this would be a 
decidedly negative indicator.
Another component of the index is "initial claims 
for unemployment insurance" (this component is in 
verted in the index so that increases in claims lower 
the value of the index). The value of initial claims 
rose dramatically in the fourth quarter of 1984, 
standing almost 20 percent higher than in the first 
quarter. This usual indication of worsening 
economic activity may in this case result from the 
improved economic activity that has allowed more 
of the unemployed to earn the work credits 
necessary to make them eligible for UI benefits. For 
this reason, we would be inclined to wait another 
quarter to be assured that this component of the in 
dex is indicating a downturn.
Table 1
Index of Leading Indicators 
Change in 4th Quarter Value
Percent Change 




















SOURCE: Calculation based on Index of Leading Indicators 
constructed by the W. E. Upjohn Institute for Employment 
Research.
Although not part of the formal Index of Leading 
Indicators, an index of help-wanted ads in local 
newspapers has proven to be an excellent predictor 
of changes in the amount of employment in the 
short run; increases in the number of ads presage an 
increase in the level of employment. In the 1982 
recession, the count of help-wanted ads dropped to 
one-half or less of the peak levels registered in 1979 
in each area and have been slowly recovering since. 
(See Chart 3.) In the fourth quarter of 1984, the in 
dex moved up sharply over the third quarter level 
(after seasonal adjustment). This trend runs counter 
to the decline in the West Michigan Index of 
Leading Indicators and provides us with another 
reason for not considering declines in that index suf 
ficient justification for predicting a downturn in 
total economic activity at this time. The sizable in-
crease in the number of help-wanted ads in the 
fourth quarter occurred in three out of the four 
areas. In Muskegon, the level failed to increase 
significantly over that of the third quarter, but the 
direction of change was positive.
Charts
Index of Help-Wanted Advertising 




?2 74 76 78 80 82 84
SOURCE: The Institute. Dates of recessions from National 
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn 
around: P=peak, T=trough. 
*Index for 1984:IV quarter=101.
III. Survey of Consumer Sentiment
Table 2 shows that there has been a mild and 
somewhat perplexing shift in consumer sentiment 
from September 1984 to January 1985. Optimism 
over the general state of the economy already high 
in September has become even more positive suf 
ficiently so to drive up the overall Index of Con 
sumer Sentiment. On the other hand, there has been 
a small erosion in the optimism regarding the 
respondents' own economic future. These counter 
trends are evident in all four of the metropolitan 
areas. The divergence in the trend in personal cir 
cumstances and general business conditions may 
mean that the middle class working family does not 
expect to continue to gain as much as other groups 
because of continuing high unemployment and 
weakening union bargaining power. However, the 
absolute value of the index is high indicative of 
general optimism and the differences in the trend 
may not be meaningful. Except in Battle Creek, 
there is a more positive outlook on inflation in 
January 1985 than in September 1984, with more 
respondents believing that their incomes will go up 
more than prices over the next 12 months.
Most people are unwilling to use savings or credit 
to make consumer purchases. The changes since 
September are mixed, with respondents in Battle
Creek taking a stronger stand in January than in 
September against using either credit or savings, 
while residents in Grand Rapids did not change 
their position. In Kalamazoo there was more accep 
tance of using credit, and in Muskegon more accep 
tance of using savings.
The strongly positive views of general business 
conditions led respondents to be even more 
favorably disposed in January 1985 than they were 
in September to buy big ticket items. The views of 
respondents should be good news for sellers of 
homes, cars and major household appliances.
The positive trend in the Index of Consumer Sen 
timent was counter to that of the Index of Leading 
Indicators reported above. This divergence in the 
trends is still another reason for remaining op 
timistic that the decline in the Index of Leading In 
dicators should not be interpreted at this time as in 
dicating an imminent downturn in economic activi 
ty.
IV. Survey of Purchasing Managers
Since the middle of 1984, the Purchasing Manage 
ment Association has surveyed its members in the 
Battle Creek, Grand Rapids, Kalamazoo and 
Muskegon areas, asking the same questions as 
those asked for the last two decades in a national 
survey of purchasing managers. BUSINESS 
OUTLOOK is providing its readers with the results 
of the West Michigan surveys for the first time. The 
survey consists of a set of six questions, discussed 
individually below, in which the members are asked 
to respond as to whether the attribute being 
measured has increased, remained the same, or 
decreased over the previous month. The results 
reported in Table 3 represent the responses of ap 
proximately 90 purchasing managers who respond 
ed to the survey in the four West Michigan 
metropolitan areas in June, September and 
December 1984.
Changes in Material Prices. Asked whether their 
company was paying higher, the same, or lower 
prices in the month of the survey as against the 
previous month, most purchasing managers stated 
in both September and December that they were 
paying the same price. The percentage paying 
higher prices in both September and December was 
smaller than that percentage in June indicating that 
inflationary pressures are modest and appear to 
have been lower than in the middle of 1984.2
Vendor Performance. Asked whether the 
deliveries of materials and supplies to their com 
panies was slower, the same, or faster than in the
Table 2
Consumer Sentiment in West Michigan 
Values of Index for September 1984 and January 1985
Value of Overall Index of Consumer Sentiment
Expect to be in better financial situation in one year?
Expected income next 12 months compared to last 
12 months?
Expected income relative to prices, next 12 months?
Okay to use savings for purchase?
Okay to buy on credit?
Business conditions over the next 12 months?
Business conditions in one year?
Now a good time to buy a house?
Now a good time to buy major household items?







































































































SOURCE: Survey of Consumer Sentiment, F. E. Seidman School of Business, Grand Valley State College.
NOTE: The index is constructed as follows: % Better - % Worse+100; such that indexes greater than 100 indicate positive or optimistic
sentiment, and indexes below 100 are negative, on balance.
Table 3 
1984 West Michigan Purchasing Management Association Survey
(Percent of Responses)
New Orders



















































SOURCE: Survey respondents are members of Purchasing Management Association of Western Michigan (meets in Muskegon), Grand 
Rapids Association of Purchasing Management and Southwestern Association of Purchasing Management, Inc. (Kalamazoo-Battle 
Creek).
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previous month, most respondents reported that 
deliveries were slower than in the previous month, 
although the proportion so reporting dropped from 
June to December. There are still very few reporting 
that deliveries are improving. A tendency for 
deliveries to slow indicates pressure on production 
facilities and probably foretells future increases in 
production and/or prices. 3
Changes in Inventories. Purchasing managers 
were asked whether their inventories of purchased 
materials were higher, the same, or lower than a 
month ago. Increases in purchased material inven 
tories mean that stock building is being undertaken 
in anticipation of higher sales. Stock building will 
temporarily fuel the economy but could result in a 
decline in the future, if expected sales increases do 
not materialize. This component is becoming less ex 
pansionary in West Michigan, as fewer report inven 
tory building than in June or September.4
New Orders. Trends in new orders are perhaps the 
most indicative of impending change, because in 
creasing orders in one period generally lead to in 
creased production in the following. The results of 
the responses to the question on new orders show 
that in West Michigan there is a greater percentage 
reporting higher orders than lower orders. From 
September to December 1984, however, there was a 
marked shift in that far fewer were reporting in 
creases in new orders. 6
Production. When asked whether or not the pro 
duction of goods in their firms was higher, the same, 
or lower than the previous month more purchasing 
managers reported higher production than the 
month before. However, the difference between 
those reporting increases and those reporting 
decreases, which was very large in September, has 
declined to 5 percentage points in December, reflect 
ing the slowdown in growth.6
Employment. Employment should lag behind 
both production and new orders. Both in the nation 
and West Michigan, the purchasing managers 
reported that the large increase in jobs reported in 
the first half of the year have now disappeared. In 
the national survey, though not in West Michigan, 
more are reporting declines in employment than in 
creases in employment. However, the vast majority 
report stable employment in both West Michigan 
and the nation.
Conclusion. Overall, the responses of purchasing 
managers in West Michigan still indicate a flat or 
modestly expanding economy, and are generally 
more positive than the respondents to the national
purchasing managers' survey. 7 BUSINESS 
OUTLOOK will continue to report on the new West 
Michigan survey, and will evaluate its validity as an 
indicator of the level of future economic activity.
V. Labor Market Activity
Seasonally adjusted employment reached a peak 
of 501,000 jobs in West Michigan in August 1984 
and has declined slightly since. At the peak, total 
jobs stood only slightly below the previous peak 
reached in May 1979. BUSINESS OUTLOOK pro 
jections indicate that total employment should 
resume its slow growth, adding 18,000 jobs in the 
region by the end of 1985, which slightly exceeds the 
13,000 jobs added in 1984. West Michigan con 
tinued to outperform the state as a whole in its 
recovery from the recession. The recent employment 
peak for the state in September was still 10 percent 
below the seasonally adjusted 1979 peak, but for 
West Michigan it was only 2.5 percent below. The 
current recovery differs from other recent growth 
periods in that the manufacturing sector rather than 
the service sector is dominant. Manufacturing made 
up half the growth in employment, while represent 
ing 30 percent of the base.
The regional pattern of strong growth in employ 
ment to the middle of 1984 is repeated in all four 
metropolitan areas. It may seem surprising that 
Grand Rapids, the region's most dynamic area, had 
the lowest rate of employment growth among the 
four areas as shown in Table 4. However, this pat 
tern is a result of the longer run strength in the 
Grand Rapids economy. Its employment level in the 
fourth quarter was close to a peak. Moreover, Grand 
Rapids alone among the areas reached a new peak in 
the third quarter of 1984, exceeding the previous 
peak reached in 1979 (seasonally adjusted) by about 
1,000 jobs.
VI. Analysis of Real Estate Trends 
in West Michigan
Home Mortgage Loans
BUSINESS OUTLOOK is pleased to be able to 
bring to our readers for the first time information on 
trends in home mortgage loans in the region. The in 
formation underlying this analysis has been provid 
ed by the Michigan Department of Commerce.
Nineteen seventy-nine was a peak year for home 
building. Lending for home mortgages in that year 
totaled nearly $4 billion in the metropolitan areas of 
Michigan, as shown in Table 9, page 29. Lending in 
the four metropolitan areas of West Michigan was
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SOURCE: Michigan Employment Security Commission. Seasonal adjustments by the Institute.
*Seasonally adjusted.
**Data for December 1984 is projected.
somewhat less than 15 percent of these loans, about 
equal to its share of the total state population in 
metropolitan areas. By 1982, the generally healthier 
economic climate in West Michigan led to a marked 
increase in the region's share of home mortgage 
loans. In that year, the region's share rose to 21 per 
cent of the state's total, considerably greater than 
its share of the population.
The period 1979 to 1982 showed a drastic decline 
in home mortgage loans for both the state and the 
region. Loans in 1982 were only a quarter of the 
level obtained in 1979 for the state and one-third for 
the region. Thus, the decline was somewhat less 
severe in the region, but nevertheless dramatic. All 
the metropolitan areas in West Michigan suffered 
equally in this period, with relative shares among 
the four metropolitan areas of West Michigan re 
maining roughly constant.
Nineteen eighty-three was a year of substantial 
recovery in both the state and the region. The level 
of home mortgage loans reached in 1983 remained 
considerably below that of the previous peak, only 
half the 1979 value in constant dollars at the state 
level, and two-thirds in West Michigan. Nineteen 
eighty-three did see some shifts among the 
metropolitan areas of West Michigan. Grand 
Rapids' share rose some, while the shares of Battle 
Creek and Muskegon fell, and that of Kalamazoo re 
mained steady throughout the period at 22 percent.
The unit value of loans in Michigan averaged 
$24,000 in 1979 and about 10 percent less in West 
Michigan. By 1983, the average value of new loans 
was about $26,000 both in Michigan and West 
Michigan, reflecting a decline in the real value of an
average new loan since 1979. This decline was due to 
smaller homes, price increases less than the rate of 
inflation, and a higher proportion of state backed 
loans to low income buyers.
In general, we conclude from this analysis of 
trends in home mortgage loans that West 
Michigan's home mortgage business has improved 
relative to that in other areas of the state, holding 
up better during the recent recession and maintain 
ing its improved position during the recovery in 
1983. We will report on the 1984 experience as soon 
as the data are available.
New Dwelling Units
Another key index of real estate activity, the con 
struction of new dwelling units, which is shown 
quarterly in index form in Table 6, page 27, last 
peaked in 1978. The index shows that residential 
construction activity has revived considerably since 
the dismal depths of the recession in mid-1982. In 
comparison to Michigan as a whole, the performance 
of West Michigan has been better, with recovery 
continuing in the fourth quarter of 1984. Among the 
four areas, the improvement in Battle Creek is the 
most noteworthy, and only Kalamazoo registered a 
decline in new dwelling unit construction in the 
fourth quarter.
VII. Conclusion
The West Michigan economy has staged a signifi 
cant recovery from the bottom of the worst of the 
post-war recessions, but the indices are giving mix 
ed signals as to whether or not the recovery has run 
out of steam. Employment levels have not increased
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since the middle of 1984, and the Index of Leading 
Indicators is pointing to a downturn. However, con 
sumers are still buoyant. Purchasing managers' 
reports on new orders and material deliveries in 
dicate potential for further growth, and BUSINESS 
OUTLOOK projects further small growth in jobs 
well into 1985. Thus, we conclude that West 
Michigan is in a holding pattern unlikely to 
evidence strong upward or downward movement for 
the next three to six months. The indicators in the 
next quarter can be expected to confirm the direc 
tion of the economy in the second half of the year.
NOTES
1. Only one of them, "construction of new dwelling units," mov 
ed positively in the period.
2. The national survey results are comparable except that they 
indicate a slightly lower percentage reporting higher prices.
3. The national results, however, are less expansionary, as a 
larger portion report no change and more of the purchasing 
managers report faster deliveries than slower deliveries.
4. Nationally, inventories are being somewhat reduced, as the 
percentage reporting lower inventories is greater than the 
percentage reporting higher inventories.
5. In the national survey, purchasing managers are reporting 
less good business conditions, with a smaller percentage of pur 
chasing managers reporting increases as against decreases in 
new orders in December.
6. In the nation, there was a shift from June to December, by 
which time more purchasing managers report declines in produc 
tion than report increases in production.
7. See Table 6 on page 27 for results of national survey.
Technical Note
The reader will note that the Indexes of Leading Indicators shown for earlier periods have been 
revised. Two factors are responsible for the revisions. A very small part of the revision is based on 
the subsequent release of final data which differs slightly from earlier releases. Of much greater im 
portance is the decision to eliminate two items from the list of components. Changes in industrial 
production and industrial employment have been excluded from the indexes. Both of these com 
ponents have been shown to move in a fashion that is coincident with, rather than leading, economic 
activity. Since the reason for developing these indexes is to inform our readers ahead of time about 
anticipated changes in their local, regional, and state economy, these two components were drop 
ped.
With the omission of two former components, the remaining components had to receive new 
weights. The determination of those new weights was based on the volatility and performance of 
each series.
As presently constituted, the components and the range of weights used in the Indexes of 
Leading Indicators shown in this report are as follows:
1. Average weekly hours of production workers in manufacturing. A separate series is used for 
each metropolitan area and for the State of Michigan. Weights range from .40 to .47.
2. Initial claims for unemployment insurance (smoothed). A separate series is used for each 
metropolitan area and for the State of Michigan. Weights range from .08 to .12.
3. New dwelling units put under contract (smoothed). A separate series is used for each 
metropolitan area and for the State of Michigan. Weights range from .03 to .10.
In addition, each area's index includes the following national measures:
4. The proportion of firms reporting an increase in new orders. Weights range from .08 to .10.
5. The proportion of firms reporting an increase in purchased materials prices. Weights range 
from .10 to .13.
6. The proportion of firms reporting an increase in purchased material inventories. Weights range 
from .08 to .10.
7. The proportion of firms reporting a change in vendor performance (slower delivery time). 
Weights range from .08 to .10.
All of the above items have been identified as leading indicators by the United States Bureau of 
Economic Analysis which has evidence that, during past business cycles, they each have served to 
indicate conditions which are favorable for, or occur prior to, increases in overall economic activity. 
Weakness in these measures can signal stability or declines.
13
The BUSINESS OUTLOOK
for the BATTLE CREEK AREA
Stephen A. Woodbury 
W. E. Upjohn Institute
I. Overview
The modest recovery that Battle Creek has been 
experiencing since mid-1983 can be expected to con 
tinue for the next three to six months, although at a 
slackened pace. Two components of the Battle Creek 
Index of Leading Indicators new claims for 
unemployment insurance and construction of new 
dwelling units showed moderate improvement in 
the late months of 1984. Help-wanted advertising, 
which tends to lead labor market trends, also ended 
1984 on a strong note. The January Survey of Con 
sumer Sentiment in Battle Creek indicates generally 
stable consumer attitudes. And the local labor 
market seems to be stable and promising modest 
gains.
Recent events in the Battle Creek area also seem 
to promise future improvement. The success of Bat 
tle Creek Unlimited in attracting new manufactur 
ing to the Fort Custer Industrial Park is impressive. 
Continued growth of jobs at this industrial site 
would support further increases in the area's 
manufacturing employment, which suffered so 
much during 1980 through 1982. The cooperation of 
the Kellogg Company and Enterprise Development 
Corporation of Columbia, Maryland in developing a 
marketplace at McCamly Square could be expected 
to create both jobs and a new focal point for retail 
trade downtown.
Not all the signals are so positive. One heavily 
weighted local leading indicator the average 
workweek of production workers in manufactur 
ing was essentially flat throughout 1984. Also, 
Battle Creek consumers' attitudes about buying are 
neither strong nor improving. On balance, however, 
the outlook is for modest further improvement over 
the next three to six months.
II. Index of Leading Indicators
BUSINESS OUTLOOKS Index of Leading In 
dicators for Battle Creek displayed a downward
trend throughout 1984, as can be seen from the ac 
companying chart. 1 Although the index did rise in 
five months during the year, the decline suffered 
over the entire year was nearly 9 percent.
Chart 4





SOURCE: The Institute. Dates of recessions from National 
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn 
around: P=peak, T=trough. 
*Index for 1984:IV quarter=96.
This drop should be interpreted with great care, 
not only because leading indicators have been 
known to predict downturns that never quite arrive, 
but also because the Battle Creek Index of Leading 
Indicators is being pulled down not by its local com 
ponents, which actually show some strength, but by 
its falling national components. 2
It is useful to examine each of the local com 
ponents of the Battle Creek Index of Leading In 
dicators to see that they are giving healthy signals. 
Average weekly hours of production workers in 
manufacturing (seasonally adjusted) is the most 
heavily weighted component of the index, and it 
showed virtually no trend during 1984. With the ex 
ception of a positive deviation in January (to a 
remarkably high 43 hours per week) and a negative
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deviation in September (to slightly over 41 hours 
per week), the average workweek showed notable 
stability during 1984 as a whole, averaging just 
under 42 hours a week. The current average 
workweek is quite consistent with economic stabili 
ty. It is, in fact, close to the average workweek ex 
perienced during the middle stages of other recent 
recoveries in Battle Creek (with the exception of the 
unusually brief 1980-81 expansion). Further, 
BUSINESS OUTLOOK projections suggest that 
the average workweek should continue at roughly 
its current level into the spring.
The second local component of the Battle Creek 
Index of Leading Indicators, initial claims for 
unemployment insurance (seasonally adjusted), ac 
tually showed some improvement during 1984. 
Averaging just over 500 per month during the first 
quarter of 1984, the level of initial claims for 
unemployment insurance in Battle Creek fell to 
about 400 per month by May, and maintained that 
level during the second half of the year. Thus, dur 
ing 1984, initial claims for unemployment insurance 
showed some improvement compared to 1983, and 
ended the year at their lowest level in over a decade. 
BUSINESS OUTLOOK projections suggest that 
unemployment claims may fall still further over the 
first half of 1985.
The final local component of the Battle Creek In 
dex of Leading Indicators, new dwelling units put 
under contract, also showed improvement during 
1984. The number of new dwelling units started in 
Battle Creek during 1984 was up by nearly one-third 
over 1983. Thus, 1984 marked a third straight year 
of improvement in local residential construction, 
and the best year since 1979. BUSINESS 
OUTLOOK'S short-term projections suggest the 
possibility of some further modest growth in 
residential construction in Battle Creek.
What is clear is that no local component of the 
Battle Creek Index of Leading Indicators gave a 
definitely negative signal during 1984. In fact, two 
of the local components gave positive signals, while 
one the average workweek of production workers 
in manufacturing gave neutral signs. So it was the 
national components of the Battle Creek Index of 
Leading Indicators, all of which gave negative 
signals during the year, that pulled the index down 
during 1984.
How heavily should these national components, 
which come from the National Purchasing Manage 
ment Association's monthly survey, be weighted? 
As it turns out, responses to the Purchasing 
Management Association's survey were among the
few national leading indicators that did give strong 
ly negative signals during 1984. Other national 
leading indicators were mixed, and on balance the 
U.S. Department of Commerce Composite Index of 
Leading Indicators was higher in December 1984 
than in December 1983. For this and a variety of 
other reasons, few economic forecasters are predict 
ing a national downturn within the next three to six 
months.
It would be imprudent to view the decline in the 
Battle Creek Index of Leading Indicators as por 
tending a downturn in the near future. Far more 
likely is a continuation of the flattening pattern the 
area has experienced in recent months.
III. Survey of Consumer Sentiment
The January 1985 Survey of Consumer Sentiment 
for Battle Creek shows that, overall, there has been 
little change in local consumer attitudes since the 
last survey was taken in September of 1984. Yet 
within the overall picture of stability, some in 
teresting changes have occurred.
The Battle Creek Index of Consumer Sentiment 
for January stood at 95, unchanged from 
September. The index is based on answers to five 
questions selected from a total of 25 questions put 
to 200 Battle Creek households who were interview 
ed by telephone. 3
Although the overall index indicates stable con 
sumer sentiment, it turns out that Battle Creek con 
sumers' expectations about the future have improv 
ed. Asked about their income in the next 12 months 
compared to the past year, 57 percent indicated in 
January that they expect their income to rise, 
whereas only 52 percent of those asked in 
September said they expected higher income. Asked 
in January whether the next 12 months would bring 
good business conditions, 61 percent gave a positive 
response, up from just 53 percent in September. 
Also, 80 percent of the households interviewed in 
January believed that unemployment would fall or 
remain stable over the next 12 months, up from 75 
percent in September.
In contrast, Battle Creek residents' buying at 
titudes are ambivalent. They expressed less will 
ingness to use savings or credit to make consumer 
purchases in January than in September; 36 percent 
of the January respondents felt now is an "OK time 
to use savings," down from 45 percent in 
September. Similarly, only 21 percent in January in 
dicated a willingness to buy on credit, down from 25 
percent in September. Yet an increasing number of
15
Battle Creek residents indicate that they feel now is 
a good time to buy a house or a car. Fifty percent 
said it was a good time to buy a house in January, 
up from 42 percent in September. Similarly, 51 per 
cent felt cars are a good buy in January, up from 48 
percent in September.
These somewhat conflicting responses about buy 
ing attitudes are not especially encouraging, yet 
neither do they seem to foretell a change in con 
sumption patterns or a drop in planned spend 
ing of Battle Creek consumers. On the contrary, 
the January Consumer Sentiment Survey should be 
read overall as offering some positive signs that are 
quite inconsistent with a downturn in the near 
future. Although it seems unrealistic to expect rapid 
growth in the next three to six months, some further 
modest growth is quite possible.
IV. Labor Market Activity
Wage and salary employment in Battle Creek has 
shown steady improvement after reaching a 14-year 
low of under 58,000 during the first quarter of 1983. 
Seasonally adjusted employment grew to 59,000 
during the second half of 1983, leveled off around 
60,000 during the first half of 1984, then picked up 
to over 61,000 in the last half of 1984. This steady 
improvement is encouraging, and although there are 
no signs that employment will fall in the near future, 
it may be too much to expect more than modest fur 
ther improvement in the next few months. A level of 
total wage and salary employment around 62,000 by 
late spring is suggested by BUSINESS OUTLOOK 
projections.
Although roughly half of the wage and salary jobs 
in Battle Creek are in nonmanufacturing industries, 
fewer than half of the new jobs added to the Battle 
Creek area during 1984 were in the nonmanufactur 
ing sector. Manufacturing employment grew at a 
disproportionately rapid rate. BUSINESS 
OUTLOOK projections suggest a continuing 
modest recovery of manufacturing in the Battle 
Creek area. Nearly two-thirds of the projected 
growth of jobs in Battle Creek between now and 
spring is expected to be in manufacturing, bringing 
manufacturing employment in the area to about 
18,000. Nonetheless, manufacturing in the area has 
a long way to go before returning to the 10-year high 
of 24,300 that was reached in 1978.
Recent increases in the amount of help-wanted 
advertising offer another reason for optimism about 
the next few months in Battle Creek. After showing
signs of weakness during the middle months of 
1984, BUSINESS OUTLOOK's seasonally ad 
justed index of help-wanted advertising in Battle 
Creek recovered and reached a five-year high during 
the fourth quarter. Since help-wanted advertising is 
often a reliable indicator of broad labor market con 
ditions three to six months hence, the employment 
outlook for Battle Creek is rather good.
Overall, the Battle Creek labor market appears to 
be strengthening. Recent improvements in employ 
ment during 1984, expected modest growth of 
manufacturing jobs in the area, and promising in 
creases in local help-wanted advertising in the final 
months of 1984 all point to a local labor market in 
Battle Creek that is on the upswing. A continuing 
concern is the loss of manufacturing jobs from the 
area from 1979 to 1982 a substantial loss that has 
yet to be made up. But the efforts of local leaders to 
attract new business to the area and to create new 
jobs are notable for their success to date and already 
should give reason to hope that progress will be 
made toward restoring manufacturing employment 
in the Battle Creek area.
V. Conclusions
The economic recovery that has been under way in 
Battle Creek since mid-1983 has been modest. Of 
the roughly 8,000 jobs lost in the area during 1980 
through 1982, only about 3,000 have been regained, 
with most of that progress occurring last year. It 
would probably be too much to expect economic 
recovery in the Battle Creek area to continue at the 
1984 pace, although there is still reason to be op 
timistic. Because some local leading indicators are 
up, because consumer sentiment in the area appears 
stable, and because the local labor market is show 
ing signs of strength, at least some moderate con 
tinuation of the pattern of economic recovery seems 
likely for the first half of 1985.
NOTES
1. This differs somewhat from the trend reported in the Autumn 
1984 issue of BUSINESS OUTLOOK because of statistical 
refinements that have been made in the Battle Creek Index of 
Leading Indicators. See the Technical Note elsewhere hi this 
issue for a full discussion of the changes.
2. The Battle Creek Index of Leading Indicators is composed of 
three local leading indicators average weekly hours of produc 
tion hi manufacturing, initial claims for unemployment, and new 
dwelling units and four national components which come from 
a survey conducted by the National Association of Purchasing 
Managers.
3. The 200 households were sampled randomly.
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The BUSINESS OUTLOOK
for the GRAND RAPIDS AREA
John Bornhofen 
Grand Valley State College
I. Overview
The economic situation anticipated for the latter 
part of 1984 for the Grand Rapids economy appears 
to have materialized. Growth tapered off 
significantly in the second half of 1984, after a 
blistering first half. Now the question is: Where do 
we go from here? Early 1985 looks much more 
uncertain than anytime in the recent past. On one 
hand, there are some signs that a mild recession is in 
the offing. On the other, there are indications that 
we are poised for continued growth, but at a pace 
close to the subdued growth of the latter part of 
1984. For a variety of reasons, a resumption of 
growth seems more likely.
In the first half of last year, many feared that the 
U.S. economy was expanding so fast that it was in 
danger of overheating and reigniting inflation. 
Thus, the slowdown in the second half was welcome 
and the expansion now looks more sustainable 
because inflation remains under control. Although 
there are signs of weakness now, the expansion is 
probably not in imminent danger.
As the economy slowed, and a resurgence of infla 
tion appeared more remote, interest rates dropped. 
Starting in mid-1984, the drop in rates was so sharp 
and prolonged that many rates returned to their ear 
ly 1983 levels. Indeed, by the end of January, three- 
month Treasury bills had dropped 3 full percentage 
points to below 8 percent. This decline in rates is 
helping to stimulate the housing and automobile in 
dustries.
II. Grand Rapids Economic Activity Index
The Grand Rapids area reflected the national 
trend also. The Grand Rapids Economic Activity 
Index, put out by the Seidman School of Business at 
Grand Valley State College, showed strong growth 
of almost 9.5 percent seasonally adjusted annual 
rate in the first half of 1984, but then much slower 
growth in the second half (5.6 percent seasonally ad 
justed annual rate). Although this implies that 
Grand Rapids has been growing faster than the na 
tional economy, we must recognize that the national 
and Grand Rapids measures are not identical. 1
Grand Rapids' Index exceeded 121 in the latter 
part of last year, the highest reading ever. This is up 
from less than 103 in the latter part of 1982 and 114 
at the end of 1983. (See Table 5.)
III. Index of Leading Indicators
The Upjohn Institute has developed a new Index 
of Leading Indicators for the Grand Rapids area, 
which is somewhat different from the national in 
dex. It also gives off somewhat different signals. 
The behavior of this index, which fell in each quarter 
of 1984, is somewhat puzzling. While its very small 
decline in the first half of 1984 portended the 
slowdown in the second half, the index's readings 
since seem to portend an imminent downturn.
We do not think such a downturn in the Grand 
Rapids area is imminent, however, for several 
reasons. First, the local components of the index are 
dominated by one series average weekly hours 
worked in manufacturing which makes up almost 
one-half of the index. That series has been declining 
for several months now and has been pulling the In 
dex of Leading Indicators down. The problem with 
this series lies in the hiring practices of Michigan 
employers, and many others for that matter. The 
issue is discussed more fully in the Outlook for West 
Michigan section, but, in essence, we believe that at 
this time the decline in hours per week is the result 
of adding workers rather than falling demand and 
should not at this time be interpreted as predicting 
a decline in economic activity.
The second reason we don't expect an imminent 
downturn in Grand Rapids is more fundamental. 
The Grand Rapids economy tends to move roughly 
with the national, although the timing of turning 
points and the extent of the rise or fall may differ
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Table 5 
Grand Rapids Area Economic Activity Index
(1977=100)
Month 1979 1980 1981 1982




















































































significantly between the two. Thus, Grand Rapids 
may improve or decline at a faster or slower rate 
than the national economy. Given the strength ex 
hibited by the national economy, however, we do not 
expect any significant near-term downturn in Grand 
Rapids.
Charts





SOURCE: The Institute. Dates of recessions from National 
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn 
around: P=peak, T=trough. 
*Index for 1984:IV quarter=89.
There are several things occurring at the national 
level that argue against a strong downturn at this 
time. The first is the resumption of a very 
stimulative monetary stance by the Federal Reserve
with the money stock growing rapidly since Oc 
tober. Also, business inventories nationally appear 
to be under control, and although the inventory- 
sales ratios have risen, it doesn't appear to be 
necessary for business to cut production to get them 
in line.2
If the decline in the Grand Rapids Index of 
Leading Indicators can be interpreted as portending 
a downturn in the near future, it is not likely to oc 
cur before the latter part of the year. That would not 
necessarily be out of line with what could happen in 
the national economy.
IV. The Consumer Sentiment Survey
Grand Rapids area consumers are more optimistic 
now than they were in September 1984. The Grand 
Rapids Consumer Sentiment Index, put out by the 
Seidman School of Business at Grand Valley State 
College, rose to 104 in January from 99 in 
September, only slightly below the all-time high 
recorded in January 1984. (See Table 2, page 10.)
A growing number of Grand Rapids people think 
they are better off now than they were one year ago. 
In January, the highest percentage in this poll 57 
percent replied that they were better off, and only 
15 percent, the lowest percent in the history of this 
poll, replied that they were worse off. Compared to 
five years ago, a record proportion again (64 percent) 
indicated they were better off while a record low 21 
percent indicated they were worse off.
While a growing proportion of Grand Rapids peo 
ple generally feel they are better off now than in the
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past, there is also growing caution about the future. 
A smaller proportion of respondents think they will 
be better off in the future, both one year out and five 
years out. Almost 50 percent think that they will be 
as well off in the next year as they are now, roughly 
unchanged from 1984. A near-record low of 8 per 
cent think they will be worse off. As for five years in 
to the future, the proportion that think they will be 
as well off is declining, while the proportion that are 
unsure or don't know is rising. Thus, there appears 
to be rising uncertainty about the longer term.
Consistent with the above, expectations about the 
national economy remain high, with 65 percent of 
Grand Rapids respondents expecting good times in 
the next 12 months and only 18 percent expecting 
bad times. Looking backward, a high but falling pro 
portion (71 percent) think things are better national 
ly now than one year ago.
Expectations about unemployment in the next 12 
months are about the same as in the recent past. 
Eighteen percent expect rising unemployment, 
more than one-half expect unemployment to remain 
the same, and 26 percent expect it to fall. According 
ly, the proportion that thinks that unemployment 
will be our most serious problem in the next year re 
mains at about 50 percent, while about 40 percent 
continue to think inflation will be the more serious 
problem. A small minority think that both will be 
serious problems.
Following the recent declines in interest rates 
since mid-1984, a sharply declining proportion (32 
percent) think interest rates will rise in the next 12 
months, and a surprising 30 percent expect rates to 
continue to fall.
The effects of moderate inflation also showed up 
in the survey. The lowest proportion since mid-1983 
(61 percent) say that prices have risen while 35 per 
cent say prices have been constant. Roughly the 
same percentages believe that prices will rise or stay 
the same in the next 12 months. The vast majority 
of people, over 80 percent in each survey since 
mid-1983, expect prices to rise in the next five years. 
Only 10 percent expect the same or lower prices.
People are optimistic that family incomes will rise 
but are pessimistic about their incomes keeping 
pace with inflation. Sixty percent still believe their 
incomes will rise in the next year while 11 percent 
think incomes will fall. By contrast, only 23 percent 
expect their real incomes to rise, and one-quarter ex 
pect incomes to lag behind inflation. In fact, 
respondents' expectations about their future real in 
come is more positive than what they think has hap 
pened to their income in the past year. Only 20 per 
cent of the respondents felt that their incomes had 
increased faster than inflation in the last year, while 
almost twice that felt their real incomes had actual 
ly fallen. This is a case of perception being at odds 
with reality. On the average, incomes in this area as 
well as nationally have risen in real terms, that is, 
after adjustment for inflation.
Forty-one percent of those interviewed think that 
the Grand Rapids economy is in better shape than 
the national, whereas 20 percent think it is worse. 
These numbers are almost identical to the 
September 1984 readings. Also, the vast majority of 
people (60 percent) think the area's economy is in 
better shape now than it was one year ago. This is 
down slightly from recent surveys. Still, only 6 per 
cent think it is in worse shape, and this is the record 
low for the survey.
Continued prosperity along with lower interest 
rates is apparently having an effect on people's ap 
praisal of whether this is a good or bad time to buy 
major items. Twenty-six percent more people think 
it is a good time to buy a house than think it a bad 
time. This is up sharply from September but is in 
line with previous surveys. The same pattern holds 
for car buying. On buying major household items 
such as furniture, TV's, refrigerators, etc., where in 
terest rates are less important in determining pur 
chases, the plurality of people who think it's a good 
time to buy over those who think it's a bad time is 
up slightly from the most recent surveys but is 
generally in line with the results for 1984.
The respondents' feelings about using savings or 
going into debt for large purchases are in line with 
the results of the last survey. About 44 percent felt 
it was okay to draw down savings, whereas one-half 
would still be reluctant to do so. Also, almost one- 
third thought it a good time to take on more debt, 
whereas two-thirds were especially reluctant to use 
credit at this time.
In general, while Grand Rapids area people feel 
(on balance) that the economic situation has improv 
ed in the most recent year, there are signs that they 
are getting more uncertain about the future. This is 
probably just the consequence of the slowdown in 
growth that was experienced in the second half of 
1984. All in all, people's optimism about the next 12 
months is roughly in line with that in recent past 
surveys.
V. Labor Market and Other Measures 
of Economic Activity
Available data indicate that the Grand Rapids 
labor market improved in early 1984 but
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deteriorated a bit at year end. This is consistent 
with the occurrence of at least slower growth in the 
Grand Rapids economy in the latter part of 1984 
and with the rise in the Michigan seasonally ad 
justed unemployment rate from 10.6 percent in 
December to 11.0 percent in January.
Wage and salary employment in nonmanufactur- 
ing is the largest component of total wage and 
salary employment with over 151,000 jobs in late 
1984. Nonmanufacturing employment drifted up 
ward in 1984 but dipped slightly at year end. 
Manufacturing provided employment for 92,000 in 
late 1984. It was up in the first half but down slight 
ly in the second, as area manufacturers responded to 
the slowdown in the economy. On balance, 1984 was 
a much better year than 1983 for employment in 
both manufacturing and nonmanufacturing.
Total wage and salary employment in Grand 
Rapids (including employment in government which 
was constant throughout 1984) was higher 
throughout 1984 than at any time in 1983. But area 
employment did recede a bit in the fourth quarter of 
1984 from the levels reached earlier in the year.
Most people register for unemployment compen 
sation when they lose their jobs. Thus, any signifi 
cant rise in initial claims for unemployment benefits 
tends to raise fears of rising unemployment. In fact, 
it is a leading indicator of economic activity. Initial 
claims for unemployment benefits in Grand Rapids 
have risen somewhat throughout 1984, and the year 
culminated in a relatively large rise in late summer 
and early fall. We would have to go back to January 
1983 to find initial claims as high. However, it is dif 
ficult to evaluate the rise for Grand Rapids because 
two MESC offices outside of Grand Rapids were 
closed during that period, and some newly 
unemployed people came over to Grand Rapids to 
claim benefits. This inflated the Grand Rapids 
numbers. Thus, it is difficult to tell how much the 
rise in initial claims signals a deteriorating labor 
market and how much is just a statistical fluke.
Other measures of economic activity in the Grand 
Rapids area also showed somewhat divergent pat 
terns, but, on balance, they indicate that a 
slowdown occurred in the last part of 1984. On the 
positive side, production of industrial power, which
is a good measure of total production, rose in the 
second half of 1984 to a new record level. 
Nonresidential construction, although erratic 
throughout 1984, finished the year on an upnote. 
Also, home sales took off in the last part of the year, 
spurred on by lower interest rates. December was, in 
fact, one of the best months on record for sales of ex 
isting homes. Further, construction of new dwelling 
units rose in every quarter, and 1984 was the 
strongest year for residential construction since the 
boom years of late 1970s.
On the negative side, the index of sales at retail 
area stores, which rose sharply in early 1984 to a 
record level, fell throughout the second half of the 
year. Also, the slowdown was evident in the declin 
ing bank transactions in the fourth quarter of 1984. 
Bank debits the dollar value of checks written on 
bank deposits had risen strongly during 1984 
before the last quarter.
VI. Summary and Outlook
The area economy appears to have experienced a 
slowdown in growth in synchronization with the na 
tional economy. Although some signs suggest a 
downturn later in the year, there are other factors 
mitigating against one. The recent move toward a 
stimulative policy by the Federal Reserve should 
keep the national economy going strong, and this, in 
turn, should produce strong enough demand for the 
products of the Grand Rapids area to keep the local 
economy up at least through mid-year, if not longer.
NOTES
1. The activity measured for the whole economy is real Gross Na 
tional Product the production of all final goods and services in 
the whole country. The Grand Rapids Index, however, doesn't 
measure total production. Instead, it contains six components 
that measure various forms of economic activity, three of which 
are types of production. Nevertheless, when the Grand Rapids 
Index is compared to a national index with the same components 
(also constructed by the Seidman School of Business), it does 
show stronger growth than the nation in 1984. We saw this same 
pattern in prosperous years of 1978 and 1979.
2. For a more complete discussion of anticipated trends in the 
national economy, see John Bornhofen, "Another Recession or 
Just the End of the Boom," West Michigan Magazine, February 
1985, pp. Q-2 and Q-3.
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The BUSINESS OUTLOOK
for the KALAMAZOO AREA
Stephen A. Woodbury 
W. E. Upjohn Institute
I. Overview
The Index of Leading Indicators for Kalamazoo 
has slackened in recent months, raising questions 
about the viability of the flat trend experienced in 
the local economy since the middle of last year. 
Also, recent events do not seem to be offering omens 
of great things to come for the Kalamazoo economy. 
The layoff of 260 Bronson Methodist Hospital 
employees in late January will undoubtedly have 
negative repercussions. Battle Creek's development 
of new local retail outlets could curtail spending in 
Kalamazoo by Battle Creek residents. And a strong 
dollar has continued to hurt the local paper in 
dustry, whose domestic customers have turned to 
imports and whose foreign customers are buying 
less paper manufactured in the U.S.
Nonetheless, robust consumer sentiment and a 
local labor market that is generally strong and im 
proving both militate against a forecast of a local 
downturn within the next three to six months. 
Whether the current period of little growth in the 
Kalamazoo economy will turn out to be a pause 
preceding further growth, or the prelude to a 
downturn, depends to a great extent on economic 
events at the national level that are difficult to 
foresee at this time. Prediction of a local recession in 
the near future, however, seems largely unwar 
ranted for the moment.
II. Index of Leading Indicators
Since August, movements in BUSINESS 
OUTLOOK's Index of Leading Indicators for 
Kalamazoo have been primarily negative. After 
showing a downward trend with two interruptions 
through August, the Kalamazoo index has dropped 
in each month except November. Thus, since 
August, the index has fallen by about 4 percent. (Re 
cent quarterly movements of the Kalamazoo index 




Index of Leading Indicators 
Kalamazoo Area
(1977=100)
SOURCE: The Institute. Dates of recessions from National 
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn 
around: P=peak, T=trough. 
*Index for 1984:IV quarter=93.
The question is whether this drop is truly the 
ominous sign it appears to be on its face, or if 
perhaps there are mitigating factors that would 
mean the drop should be viewed merely as signaling 
a pause in the recovery. A look at the local com 
ponents of the Kalamazoo Index of Leading In 
dicators is useful in sorting out the issue. 1
The most heavily weighted component of the in 
dex, average weekly hours of production workers in 
manufacturing (seasonally adjusted), drifted 
downward from a 13-year high of 43.4 hours per 
week in January 1984, to 42.1 in November. A drop 
in average weekly hours is a negative sign if it is the 
result of falling production levels which would 
precede layoffs. But that may not be what is hap 
pening in this case. Since manufacturing employ 
ment increased sharply early in 1984 and increased 
modestly during the rest of the year, it is more likely 
that the dip in average weekly hours was the result
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of employers adding workers to payrolls, rather 
than the result of employers cutting the worktime of 
those who were already employed. Further, at the 
current level of about 42 hours per week, the 
average workweek remains above that experienced 
in Kalamazoo in all but three months between 1973 
and 1983. Finally, BUSINESS OUTLOOK projec 
tions do not portend any further drop in the average 
workweek in the near future.
Another local component of the Kalamazoo Index 
of Leading Indicators, weekly initial claims for 
unemployment insurance (seasonally adjusted), 
followed an erratic path during 1984, cresting in 
September and October at around 350 claims per 
week. Even this crest, however, was below the level 
of initial claims filed in any period since early 
1979 toward the end of the late-1970s boom. Since 
BUSINESS OUTLOOK projections do not suggest 
further increases in weekly initial claims in the near 
future, the local unemployment picture should be 
viewed as stable, and as improved relative to the re 
cent past.
The third and final local component of the 
Kalamazoo Index of Leading Indicators, construc 
tion of new dwelling units, moved downward in the 
fourth quarter of 1984 after a relatively strong sum 
mer. The fourth quarter figures on new dwelling 
units put under contract in Kalamazoo are disap 
pointing. Until then, it had seemed that 1984 could 
mark a third straight year of improvement in local 
construction. Instead, new dwelling construction 
fell back below the 1983 level. This is not a hopeful 
signal, although there are at least two mitigating 
factors here. First, the erratic pattern, over time, of 
new dwelling construction means that relatively lit 
tle weight should be given to this leading indicator. 
Second, the continued decline in fixed-rate mortgage 
rates means that residential construction can prob 
ably be expected to improve in the near future.
In summary, each of the local components of the 
Kalamazoo Index of Leading Indicators gave 
negative signals for 1984 as a whole, and each of 
these caution signs should be given due weight. In 
each case, however, there are additional factors that 
need to be considered. There appear to be good 
reasons, other than the possibility of an impending 
downturn, for the recent decline in the average 
manufacturing workweek. Initial claims for 
unemployment insurance remain low compared with 
any time in the last ten years. And the outlook for 
dwelling construction is probably good. So it would 
be unwise to read the decline in the Kalamazoo In 
dex of Leading Indicators mechanically as foretell 
ing an incipient downturn. Rather, a continuation of
the recent flat trend little if any further growth 
over the next three to six months seems more like 
ly.2
III. Survey of Consumer Sentiment
Results of the January 1985 Survey of Consumer 
Sentiment for Kalamazoo show that most aspects of 
consumer attitudes have improved since September. 
Yet the picture is mixed, with a few questions about 
the future eliciting somewhat negative responses.
The Kalamazoo Index of Consumer Sentiment 
stood at 97 in January, up modestly from 93 in 
September. (See Table 2 on page 10.) The index is 
based on answers to five questions selected from a 
total of 25 questions put to 200 Kalamazoo 
households who were interviewed by telephone. 3
Although the index rose overall, two of its five 
components actually fell. First, when asked whether 
they expect to be better off financially one year from 
now, only 38 percent of Kalamazoo consumers in 
dicated they do have positive expectations for the 
coming year, down slightly from 41 percent in 
September. Also, a surprisingly low 36 percent of 
the households indicated they are better off finan 
cially today than they were a year ago down from 
37 percent who gave such a positive response in 
September.
But the other aspects of the January survey are 
quite hopeful. More than half of the respondents 
said they think it is a good time to buy a house, a 
substantial improvement from the less than 45 per 
cent who gave a positive response in September. An 
increasing proportion of January households also 
said they feel now is a good time to buy a car or a 
major household item such as furniture or ap 
pliances.
Kalamazoo residents also are showing optimistic 
and improving expectations about the general 
future of the economy. Sixty percent of consumers 
interviewed in January foresaw good business con 
ditions over the next twelve months up from about 
55 percent in September. And 78 percent of 
households queried in January believed that 
unemployment would fall or remain stable over the 
next twelve months up from about 70 percent who 
were optimistic about the future unemployment pic 
ture in September.
We can only guess why Kalamazoo residents ap 
pear to have such robust attitudes about making 
major expenditures and such hopeful expectations 
about the future of the economy. Attitudes about
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spending may be positive because the prices of hous 
ing, automobiles, and major household items have 
risen less than has the Consumer Price Index. Con 
sumers' sanguine expectations about the future of 
the economy may well be the result of the boom seen 
during the past two years both in the region and the 
nation as a whole.
Despite the mild skepticism Kalamazoo residents 
express about their own short-term economic future, 
the results of the January Consumer Sentiment 
Survey seem on balance to yield an encouraging pic 
ture of the Kalamazoo economy for the near-term. 
The survey results appear quite consistent with a 
stable local economy one experiencing neither ad 
ditional growth nor incipient decline.
IV. Labor Market Activity
Total wage and salary employment in Kalamazoo 
sprung upward by between 1,600 and 1,700 jobs at 
the beginning of 1984, then crept upward by an ad 
ditional 1,200 jobs during the rest of the year. This 
latter increase is unexpected good news. Previous 
BUSINESS OUTLOOK projections suggested that 
the jump in employment in January 1984 would be 
about all that could be expected last year.
Current BUSINESS OUTLOOK projections of 
wage and salary employment through May of 1985 
suggest that there may be continued modest 
employment growth in the Kalamazoo area, with 
perhaps an additional 600 to 700 jobs being created 
in the area by May. This would represent a healthy 
consolidation of the employment gains of the last 
two years.
Although the jump in wage and salary jobs that 
occurred early in 1984 was divided fairly evenly be 
tween manufacturing and nonmanufacturing sec 
tors, the increase that took place over the course of 
1984 was heavily concentrated in nonmanufactur 
ing.
Recent increases in local help-wanted advertising 
offer another indication of a strengthening local 
labor market. BUSINESS OUTLOOK's seasonally 
adjusted index of help-wanted advertising for the 
Kalamazoo area resumed its growth in August last
year, after softening between March and July. For 
1984 as a whole, the index increased by more than 
26 percent. Further, most of that growth nearly 80 
percent of it occurred in the last five months of the 
year.
Overall, then, the local labor market scene offers 
further reason to interpret the decline in the Index 
of Leading Indicators with considerable caution. 
Unexpected growth of jobs over the course of 1984, 
projections of further modest increases in local 
employment, and promising increases in local help- 
wanted advertising add up to a labor market in 
Kalamazoo that appears to be relatively healthy and 
moderately improving.
V. Conclusions
The Kalamazoo area economy appears to be in a 
holding pattern. The recovery that took place in the 
area during 1983 and the first half of 1984 seems to 
have slowed to a situation of stability without fur 
ther gain. Although there are some ominous signs, a 
continuation of the current flat trend in economic 
activity is likely over the next three to six months. 
It remains too early to know whether this flat path 
is a plateau preceding a downturn or a pause before 
continued recovery.
NOTES
1. The Kalamazoo Index of Leading Indicators is composed of 
three local economic indicators average weekly hours of pro 
duction workers in manufacturing, initial claims for unemploy 
ment insurance, and new dwelling units and four national com 
ponents, all of which come from a survey conducted by the Na 
tional Association of Purchasing Management.
2. The national components of the Kalamazoo Index of Leading 
Indicators, which come from the National Purchasing Manage 
ment Association, all gave negative signals over the course of 
1984. How heavily these factors should be weighted is unclear. 
The U.S. Department of Commerce Composite Index of Leading 
Indicators, which is closely watched to help forecast national 
economic trends, is actually at a higher level now than a year 
ago. Although the U.S. Composite Index has fallen hi four of the 
six months since June, the overall decline in that index is 
modest. For this and many other reasons, few forecasters are 
predicting a national downturn within the next three to six 
months.
3. The 200 households were sampled randomly.
23
The BUSINESS OUTLOOK
for the MUSKEGON AREA
Thomas M. Maloy 
Muskegon Community College
I. Overview
The Muskegon area economy began to recover 
from the effects of economic recession in early 1983 
and has made significant strides in employment and 
economic activity since that time. The growth of the 
local economy slowed by mid-1984, and the area's 
composite Index of Leading Indicators registered 
declines in the third and fourth quarters of 1984. 
Consumer sentiment remains strong, however, with 
residents generally optimistic about their economic 
status.
Muskegon's economy, heavily dependent upon 
the auto industry and heavy industry in general, is 
strongly influenced by the ups and downs of the 
business cycle. Its downturns tend to be more pro 
nounced than those of the national economy, and its 
periods of growth from recession tend to be more 
brisk. This pattern is evident in the local economy's 
performance during the national recession of 
1981-82 and the subsequent recovery.
The national recession which commenced in July 
1981 provided a sharp jolt to the Muskegon 
economy, as output and employment tumbled. Local 
economic conditions didn't register improvement 
until the first quarter of 1983. From the final 
quarter of 1981 to that first quarter of 1983, wage 
and salary employment in the Muskegon area 
declined by 5,600.
Recovery started in early 1983, with impressive 
growth in 1984. By the third quarter of 1984, the 
local economy had more than regained those jobs 
lost in the recession. At the same time, the number 
of wage and salary workers was still more than 
4,000 below levels set in 1979, suggesting that there 
is capacity to sustain further growth.
By late 1984, economic indicators show that the 
economy of the Muskegon area had begun to 
stabilize. There is little reason to expect the
Muskegon economy to move sharply downwards in 
the next three to six months. Modest declines in 
employment and general business activity in the 
second half of 1985 would be consistent with current 
economic indicators.
II. Index of Leading Indicators
The chart below shows the Index of Leading 
Economic Indicators for the Muskegon area. This 
index, developed by the Upjohn Institute, started to 
decline prior to the drop in local activity and 
employment which occurred in the third quarter of 
1981, and rose prior to the subsequent expansion 
which began late in 1983. The slowdown in the 
growth of economic activity in 1984 was also preced 
ed by slower growth in the index.
Chart?





SOURCE: The Institute. Dates of recessions from National 
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn 
around: P=peak, T=trough. 
*Index for 1984-.IV quarter=93.
The local components of this composite index in 
clude average hours worked per week by production
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workers in manufacturing, initial claims for 
unemployment insurance, and housing starts. In the 
fourth quarter of 1984, the index registered its sec 
ond quarterly decline in a row after holding steady 
from the first to the second quarter. The decline in 
the Index of Leading Indicators from 108 in the sec 
ond quarter of 1984 to 93 in the fourth quarter is 
slightly greater than the decline in the Index of 
Leading Indicators for the State of Michigan, which 
exhibits the same pattern.
The drop in the local Index of Leading Indicators 
during the third and fourth quarters of 1984 may 
not be signaling a downturn for the local area, 
although it does indicate that little growth in 
business activity or employment is likely during the 
first half of 1985. The strength exhibited in the na 
tional economy should help to insure that any 
decline in local activity will be mild.
The most important local component of the Index 
of Leading Indicators for the Muskegon area, 
seasonally adjusted average weekly hours of 
manufacturing workers, fell in the third quarter of 
1984 to 40.8 hours from the recent high of 41.3 
hours registered the previous quarter. Weekly hours 
are estimated to have declined further to 39.8 hours 
in the fourth quarter. This pattern is typical, with 
average hours rising in the early stages of a business 
expansion, declining as the expansion continues and 
firms add to their payrolls, and declining further as 
product demand falls. As discussed in the 
BUSINESS OUTLOOK on West Michigan section, 
the observed pattern may result entirely from a 
return to normal hiring patterns after an unusual 
resistance to hiring, and thus cannot at this time be 
considered to foretell an imminent decline in 
business activity.
Initial claims for unemployment insurance in the 
Muskegon area climbed in the third quarter of 1984 
and are estimated to have climbed further in the 
fourth quarter. The recent sharp increase in initial 
claims may be the result of increases in layoffs, or it 
may be the result of increases in number of laid off 
workers eligible for UI benefits. The latter is not 
necessarily indicative of declining economic activi 
ty-
Construction of new dwelling units fell more than 
20 percent from the second to the third quarter of 
1984 (seasonally adjusted), but then rose 50 percent 
in the year's final quarter. The statewide trends in 
dwelling unit construction has exhibited the same 
pattern, falling in the third quarter and rising in the 
fourth quarter. Since these increases have been ad 
justed to eliminate normal seasonal differences,
there is room for some optimism that building ac 
tivity is picking up.
III. Index of Consumer Sentiment
Muskegon area consumers were substantially 
more optimistic about their financial situation and 
business conditions in January than three months 
earlier. The Muskegon area Index of Consumer Sen 
timent was 100 in January 1985, compared to 90 in 
September 1984. The survey responses recorded in 
Table 2, page 10, showed that Muskegon residents 
were more optimistic about their current financial 
situation, about business conditions in the country 
during the next 12 months and the next five years, 
and about the desirability of purchasing major 
household items now. They were, however, slightly 
less optimistic about their financial situation next 
year.
When asked about their financial situation now, 
41 percent said they were better off and 18 percent 
said they were worse off than one year ago. This 
compares with 33 and 21 percent for September. 
Looking ahead to a year from now, 29 percent felt 
they would be better off and 12 percent, worse off. 
Again, these percentages compared to 32 and 10 for 
September. Muskegon residents also expressed 
some concern about their financial situation five 
years from now.
Generally, area households felt the local 
Muskegon economy was in about the same shape it 
was a year ago. Furthermore, they do not believe it 
has improved relative to the United States 
economy. In both September 1984 and January 
1985, about one-half of the respondents thought the 
Muskegon economy was in worse shape than the 
U.S. economy, and less than 15 percent believed 
Muskegon was better off than the U.S. economy.
As in other areas of the state, Muskegon con 
sumers were hopeful about future interest rates. 
When asked about interest rates during the next 12 
months, the percent who expect interest rates to in 
crease dropped from 50 percent in September to 36 
percent in January.
Muskegon residents were also more optimistic 
about prices. The proportion who believed prices 
would go up during the next 12 months fell from 
about two-thirds in September to one-half in 
January. Muskegon residents' more positive at 
titudes about inflation were reflected in their 
thoughts about real income. Although more 
respondents believed that price increases would 
outstrip rises in income than believed the reverse,
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the percent who thought their family income would 
increase more than prices rose from a miniscule 14 
percent in September to 19 percent in January.
Even though Muskegon residents were slightly 
less optimistic about their own future financial 
situation than they were four months ago, their op 
timism about the economy in general led to an even 
more positive attitude about buying consumer 
durables in January. The proportion saying now 
was a good time to buy a house rose from 41 percent 
to 50 percent. Similar feelings were expressed about 
buying a car in the next 12 months, with 58 percent 
indicating they thought it would be a good time, up 
from 41 percent. When asked about major 
household items such as appliances and furniture, 
fully 70 percent said now is a good time to buy, up 
from 54 percent in September. Although a majority 
were against using savings to purchase consumer 
items, there was nonetheless some increase in the 
willingness of residents to use their savings for such 
purchases, with 43 percent saying it was okay in 
January against 38 percent in September.
Overall, Muskegon residents exuded considerable 
optimism about the national economy, about their 
economic future and about the movement of prices 
and interest rates. Also, they were inclined to 
believe that now is a good time to purchase 
household appliances, houses and cars. But they re 
mained of the opinion that the Muskegon economy 
is in worse shape than the U.S. as a whole.
IV. Labor Market Activity
In November 1984, wage and salary employment 
in the Muskegon area stood at 58,000. This was 
about 1,000 less than the recovery peak reached in 
August 1984, and 6,000 above the recession low in 
January 1983, but still 5,300 behind the peak wage 
and salary employment of 63,400 reached in August 
of 1979.
Most of the loss of jobs that has occurred in the 
Muskegon area since 1979 has been in manufactur 
ing. The long term trend away from manufacturing 
is clear. In mid-1972, for instance, manufacturing 
employed 37 percent of those working. By August 
of 1984 only 28 percent of employed workers were in 
manufacturing. However, manufacturing has con 
tributed substantially to the recovery, in that many 
workers laid off from their manufacturing jobs have 
been recalled. It is likely that, over the longer term, 
the share of local jobs in manufacturing will con 
tinue its decline. The 20,300 local manufacturing
jobs in November 1984 still represents a reduction 
of 2,800 jobs from five years earlier, or more than 
half of the 5,300 wage and salary jobs lost in that 
period. The resulting shift toward nonmanufactur- 
ing employment, plus the strong effort being made 
by leaders of the Muskegon area to diversify its 
economic base, should increase the resistance of the 
Muskegon economy to nationally generated cycles 
in the future.
The cyclical nature of the Muskegon economy is 
vividly illustrated by the swings in the area's 
unemployment rate. Unemployment has fallen 
sharply since hitting 20.6 percent in the fourth 
quarter of 1982, almost double the national rate and 
4 percentage points above the state rate as well. By 
the second quarter of 1984, the local rate had fallen 
to 12.1 percent, still above the state and national 
rates, but at least closer than earlier. Usually, 
Muskegon's unemployment rate is higher than the 
state rate, but this pattern was reversed in August 
(the last month for which local unemployment 
figures are available), when the Muskegon rate fell 
to 9.9 percent, a full percentage point below the 
state rate in that month. The relationship between 
local and state rates in August may well be 
characteristic in years to come if the aggressive ef 
forts now underway in Muskegon to take advantage 
of its tourist potential and resource base, to develop 
its downtown, and to diversify its industrial mix, 
bear fruit.
Slow growth of employment is likely to result in 
an increase in the number of unemployed workers as 
the labor force continues to grow. An examination 
of help-wanted advertising in the Muskegon area for 
the fourth quarter of 1984 confirms the view that 
there will be only slow growth of employment into 
the first quarter of 1985. Hence, despite the strong 
recovery from the 1981-82 recession and the un 
mistakable signs of progress in labor market condi 
tions, the Muskegon unemployment rate can be ex 
pected to remain in low double digit territory in the 
first part of 1985.
V. Conclusion
By the latter part of 1984, the growth in output 
and employment that had characterized the Mus 
kegon economy since early 1983 had leveled off. The 
Index of Leading Indicators for Muskegon suggests 
that continued improvement in business and labor 
market conditions in the area during the first half of 
1985 is unlikely. The outlook for this period is for 
relative economic stability or possibly mild decline.
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Table 6 
Selected Economic Data for West Michigan and Michigan
Average Weekly Hours of Production Workers*
Area
Battle Creek . . 
Grand Rapids 
Kalamazoo . . . 
Muskegon ... .









Annual averages (Selected years)
1977 1980 1982 1983
41.4 40.4 39.4 41.1 
41.6 39.9 38.9 41.3 
41.5 40.0 39.5 41.6 
42.0 40.2 38.3 40.0
41.6 40.0 39.0 41.2 
43.3 40.1 40.2 42.5






































Initial Claims for Unemployment Insurance (Average per week)*
Area
Battle Creek 
Grand Rapids . . . 
Kalamazoo 
Muskegon









Annual averages (Selected years)
1977 1980 1982 1983
491 803 886 450 
929 1,504 1,674 1,323 
382 599 527 415 
534 752 818 417
2,336 3,659 3,905 2,604 
20,966 37,942 34,414 21,135






































Index of Help-Wanted Advertising (1977=100)
Metropolitan area




West Michigan, 4 areas . 








Annual averages (Selected years)
1977 1980 1982 1983
100 82 69 79 
100 96 52 65 
100 92 58 68 
100 91 67 69
100 93 57 68 
100 62 36 43






































Index of New Dwelling Units (1977=100)*
Area




Annual averages (Selected years)
1977 1980 1982 1983
100 69 28 54 
100 56 25 41


















National Purchasing Management Survey*8
Item
Change in Inventories . . 
Vendor Performance ...... 






Annual averages (Selected years)
1977 1980 1982 1983
119 91 82 128 
102 83 64 95 
111 81 87 113 
144 147 81 121




























SOURCES: Average weekly hours and initial claims data from Michigan Employment Security Commission; help-wanted advertising 
indexes based on ad counts from the Battle Creek Enquirer, the Grand Rapids Press, the Kalamazoo Gazette, and the Muskegon Chroni 
cle; new dwelling unit index based on data for individual areas from F. W. Dodge Division, McGraw Hill Information Systems Company; 
National Purchasing Management Association results shown here as a single value calculated by the Institute. All seasonal ad 
justments by the Institute.
" Component of the indexes of leading indicators published in this report.
a. Survey results shown here are based on percent reporting conditions favorable to economic growth minus percent reporting condi 
tions unfavorable to economic growth plus 100.
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Table 7 
Employment Data for West Michigan and Michigan
(In thousands)
Wage and Salary Employmenta
Annual averages (Selected years)
Labor market area
Battle Creek . 























































































Annual averages (Selected years)
Labor market area
Battle Creek 






















































































Private Nonmanuf acturing Employment


























































































Annual averages (Selected years)
Labor market area
Battle Creek 





















































































SOURCE: Michigan Employment Security Commission. Seasonal adjustment by the Institute.
NOTE: The labor market areas shown in the table above are based on 1973 definitions. Counties included are: Calhoun and Barry in the
Battle Creek SMSA; Kent and Ottawa in the Grand Rapids SMSA; Kalamazoo and Van Buren in the Kalamazoo-Portage SMSA; and
Muskegon and Oceana in the Muskegon-Norton Shores-Muskegon Heights SMSA.
a. Sum of manufacturing, private nonmanufacturing, and government employment may not add to total wage and salary employment
due to rounding.
b. Base year for index calculations.
c. December 1984 is estimated.
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Table 8 
Selected Labor Market Indicators8
Average for manufacturing production workers 
November 1984
(Not adjusted for seasonal variations)













United States............. 40.7 $ 9.30 $378.51 7.5 7.4
Michigan ................ 41.8 12.46 521.27 10.9 11.0
West Michigan metro areas:
Battle Creek............. 40.5 12.69 513.45 8.9 n.a.
BentonHarbor. .......... 41.7 9.64 402.12 9.4 n.a.
Grand Rapids............ 38.9 10.28 400.23 8.1 n.a.
Kalamazoo-Portage....... 39.9 11.31 450.84 7.4 n.a.
Muskegon-Norton Shores- 
Muskegon Heights...... 38.3 11.12 425.58 9.9 n.a.
Other metro areas:
Ann Arbor-Ypsilanti ...... 46.1 13.61 627.51 6.7 n.a.
Bay City................ 40.1 10.43 418.66 13.7 n.a.
Detroit ................. 43.8 12.98 567.87 10.5 n.a.
Flint ................... 41.8 14.37 600.80 12.3 n.a.
Jackson ....... ........ 42.5 9.97 424.14 11.3 n.a.
Lansing-E. Lansing....... 43.1 14.31 617.38 10.6 n.a.
Saginaw ................ 39.2 14.13 553.30 10.1 n.a.
Other major areas:
Upper Peninsula . . ......____38.8_________9.41_______364.82_____10.9_____n.a.
SOURCES: U.S. Department of Labor and the Michigan Employment Security Commission (MESC) for monthly data.
NOTES: Designated labor markets within Michigan shown here still cover pre-1983 Standard Metropolitan Statistical Areas' county or
multicounty geography. Sometime in 1985, MESC will shift to the new metropolitan area definitions.
Average weekly and hourly earnings differ from weekly and hourly rates in that they are affected by overtime wage rates, part-time 
earnings, the length of workweek, etc. 
a. Preliminary.
b. The unemployment rate for the civilian labor force in the U.S. and Michigan shown here are adjusted for seasonal variations. Other 
labor markets shown here are not adjusted.
Table 9 
Mortgage and Home Improvement Loans Issued
1979 1980 1981 1982 1983
Area
Amount Amount Amount Amount Amount 




Four Metro Areas .. 26,836
Battle Creek . .. 4,369
Grand Rapids....... 14,299
Kalamazoo ... ..... 5,013
Muskegon.. . . 3,155




































SOURCE: Michigan Department of Commerce, Financial Institutions Bureau.
NOTE: The metropolitan areas shown in the table above are based on 1973 definitions. Counties included are: Calhoun and Barry in the 
Battle Creek SMSA; Kent and Ottawa hi the Grand Rapids SMSA; Kalamazoo and Van Buren in the Kalamazoo-Portage SMSA; and 
Muskegon and Oceana in the Muskegon-Norton Shores-Muskegon Heights SMSA.
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Table 10 
Consumer Price Index (CPI), U.S. City Average (1967=100)
Year
Annual 
Avg. Jan. Feb. March April May June July






















































SOURCE: Bureau of Labor Statistics, U.S. Department of Labor.
NOTES: Monthly data shown above are not adjusted for seasonal variations. Unadjusted CPI data are used extensively for escalation 
purposes. Although the CPI is often called the "Cost-of-Living Index," it measures only price change, which is just one of several impor 
tant factors affecting living costs. The CPI-W, Old and CPI-U New Series are all linked historically to the original CPI Index for Urban 
Wage Earners and Clerical Workers.
a. Revised index effective with data for January 1985 will be released on February 26,1985. Revision involves changing the home owner 
ship measure of the CPI-W to a rental-equivalence basis.
b. Effective in January 1983 the home ownership component of the CPI-U was changed to a rental-equivalence basis. 
PERCENT CHANGE: Movements of these indexes from one time period to another are usually expressed as percent changes rather 
than changes in index points. Index point changes are affected by the level of the index in relation to its base period while percent 
changes are not. Example of computation follows:
10Q x f 307.6 (1984 annual avg.) - 297.4 (1983 annual avg.)
297.4 (1983 annual avg.)
=3.4%
Table 11 
Banking Data - Kalamazoo















































SOURCE: Quarterly call reports of seven out of eight banks in Kalamazoo County. 




Union Organizing and Public Policy 
Failure to Secure First Contracts
WILLIAM N. COOKE Forthcoming
This study investigates factors that explain why 
25-30 percent of the time unions fail to obtain 
contracts after winning representation elections. 
Hypotheses tested concern the impact of NLRB 
procedural delays, discriminatory discharges and 
other forms of employer resistance to good faith 
bargaining.
Union-Management Cooperation 
Structure, Process and Impact
MICHAEL H. SCHUSTER 
1984. 235 pp. $12.95 paper $17.95 cloth.
This book presents the findings of a 5-year field 
study of the structure, process, and impact of 
joint union-management programs to improve 
productivity, including Scanlon, Rucker and 
Improshare Plans, in-plant Labor-Management 
committees, Quality Circles and Quality of 
Worklife Projects. It is unique because of its large 
sample size, its use of actual performance 
measures to assess program outcomes, and its 
longitudinal research design to measure impacts 
over time.
The Plant Closure Policy Dilemma 
Labor, Law and Bargaining
WAYNE R. WENDLING 
1984. 166 pp. $11.95 paper $16.95 cloth.
The author suggests that collective bargaining 
may be the most appropriate institution for 
solving plant closure problems. Issues addressed 
include: (1) bargaining to alter the decision to 
close; (2) bargaining over the effects of closure; 
and (3) the degree to which management and labor 
successfully use formal negotiations to find 
solutions. A new proposal is presented for 
determination of the duty to bargain over the 
decision to close.
Worker Participation and American Unions 
Threat or Opportunity?
THOMAS A. KOCHAN, HARRY C. KATZ, 
and NANCY R. MOWER
1984. 202 pp. $12.95 paper $17.95 cloth.
This is the first comprehensive analysis of the 
actual effects of QWL and related forms of worker 
participation on unions and the collective 
bargaining process. It combines case histories of 
experiments with survey and interview data from 
rank and file workers, local union officials and 
national labor leaders.
Who Lives Where in Kalamazoo?
LYNDELL R. BLEYER, MARTA B. HOWELL, PHYLLIS R. BUSKIRK 
1984. 74 pp. Paper $10.00
This work contains a compilation of the major characteristics of population 
and housing in tabular form for minor civil divisions (MCDs cities, 
townships, villages) and census tracts within Kalamazoo County, now 
defined as a single-county, Standard Metropolitan Area. The tables are 
designed to reveal the most recent detailed small area data available. The 
preparers have provided percentages of growth and/or change which 
occurred between the Census of Population and Housing in 1970 and in 
1980 as well. Age, sex, households, families, income, poverty and schooling 
are all shown. In addition, selected labor force, work disability and housing 
data are covered.
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